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SERVICES 


Manual Food Systems 
Vended Food Systems 
Convenience Food Systems 
Office Coffee Systems 
Heritage Restaurants 
Facilities Planning 
Housekeeping Services 
Laundry and Linen Services 


Financial Highlights 


Fifty-two weeks 
1978 1977 
(In thousands) 

Revenues from domestic operations $109,041 $98,461 
Income from domestic operations before income taxes 3,934 2,630 
Income taxes 1,793 1,108 
Operating profits of foreign operations sold , 

net of income tax 316 
Extraordinary item: 

— Loss on sale of foreign operations, net (252) 
Net income $ 2,141 $ 1,586 
Basic earnings per class A share* 

— Before extraordinary item $ 61.34 » yee bal OV 

— Net income $ 1.34 $ 1.04 


* Earnings per class B share and fully diluted earnings per share are shown in note 5 of the financial statements. 


Domestic Revenues 


(Does not include revenues from foreign companies) 
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Report to Shareholders 


On behalf of the Board of Directors of VS Services Ltd, 
I am pleased to report that for the fiscal year ended 
September 27, 1978, your Company’s revenues and 
operating income were the highest in its history.‘ 


Domestic revenues increased 10.7% to $109,041,000 
and operating income rose 49.6% to $3,934,000 before 
income taxes. This improvement occurred in all areas of 
operations. 


After-tax income reached $2,141,000 up 16.5% for the 
year. 


Ps 


Basic earnings per Class A share were $1.34 for 1978 
On a fully diluted basis, earnings per share were $1.08/ 


Your Board of Directors at its meeting on December 6) 

1978, voted to declare a fourth quarter dividend of 5¢, 
per Common Class A share to Shareholders of record on\ 
December 20, 1978. Payment was made on December: 
29-1978; 


Your Company’s operating results throughout 1978 
were most positive and consistent. A sound business 
base for the measurement of future domestic operating 
performance has been established. 


Students at Peel Region cafeteria — Mississauga, Ontario. 
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Kiwanis Home for the aged — North Vancouver, B.C. 


CORPORATE REVIEW 


At the start of fiscal 1978, VS began to consolidate its 
operations and do business only in the Canadian mar- 
ketplace. It was one of the primary objectives of your 
Company to establish a year based on existing business 
and, consequently, no divestitures or acquisitions 
occurred during fiscal 1978. 


However, our study of potential domestic acquisitions 
led your Company to consider several possible service 
organizations and an appropriate programme to pursue 
these new opportunities began in the latter half of the 
fiscal year. 


Additionally, VS completed a marketing study which 
has and will, in the near future, contribute substantially 
to your Company’s new sales effort. 


More efficient business systems and operating 
standards were initiated and introduced this year and 
will have a positive impact on the Company’s perform- 
ance throughout the coming year. The objective of this 
programme is to clearly differentiate VS’ quality of 
service levels from those of our competitors. To em- 
phasize this continuous upgrading of VS standards, 
your Company also introduced a management by objec- 
tives training programme beginning with our multi- 
location managers. 


BUSINESS GROWTH 


Throughout the year VS was able to concentrate its 
management and operating expertise on domestic mar- 
kets. Your Company was well rewarded for its efforts. 
New accounts and increased revenues were recorded in 
all major markets. 


In August, VS was awarded the Peel Board of Educa- 
tion contract in Mississauga, Ontario. Approximately 
$1.8 million in revenues will be generated annually by 
this account. Our submission was accepted unanim- 
ously by the Board of Trustees and your Company 
received many compliments for its presentation which 
included the Rainbow Concept. 


Rainbow, based on the Canada Food Guide and created 
by VS dietetic staff, is a programme of nutritional 
eating and is designed to appeal to students. Because of 
national acclaim for this programme in schools, your 
Company has introduced the VS patented Rainbow to 
our health care business as well. 


In 1978, we constructed and opened the Time Out 
dining lounge in Exhibition Stadium, Toronto, to 
provide food and beverage service to Stadium’ patrons 
before, during and after Stadium attractions. 


Substantial gains were also achieved in our remaining 
markets — Health Care, At Work, and Leisure and 
Recreation — in both food and housekeeping man- 
agement services. 


Some of our other new accounts included the Sunnyside 
Home for the Aged (Ontario), Les Industries Val 
Cartier (Quebec), the Edmonton Remand Centre (Al- 
berta) and the Kiwanis Home for the Aged in British 
Columbia (our first account in that province). 


A.I.B. 


Fiscal 1978 was the third year in which your Company 
operated under Anti-Inflation Board regulations. 


The A.I.B. had a restraining effect on the Company’s 
earnings throughout this period. 


As at the year-end, September 27, 1978, VS was phased 
out from this 3-year programme. 


Our intent is to continue managing the Company’s 
affairs under the spirit of combating inflation while at 
the same time attempting to ensure a more equitable 
return to our Shareholders. 


OUTLOOK FOR 1979 


Although the Canadian economy registered modest 
growth in 1978 and similar performance is predicted in 
1979, VS has enhanced its strong financial position, its 
organizational soundness and its potential for growth. 
Your Company is well-positioned to take advantage of 
growth opportunities across the country through in- 
house sales pursuit and possible acquisitions of other 
companies which have an integrated fit with our busi- 
ness. 

Both the Board of Directors and I would like to 
recognize the contribution of our employees who, 
through their dedication and professionalism, have 
helped to make 1978 a year of substantial achievements. 


With them, we look forward to the challenging tasks 
ahead of us. 


Manfred Doblinger 
President and Chief Executive Officer 


PERSONNEL AND 
SYSTEMS DEVELOPMENT 


To take advantage of VS’ leading position and in 
anticipation of service trends in the Canadian mar- 
ketplace, your Company embarked on a major pro- 
gramme of formal staff training in late 1977. Through- 
out 1978, designated VS employees continued to en- 
hance their service professionalism through a series of 
business and operational seminars. 


VS’ business systems were further streamlined to effect 
shorter reaction times to changes in general business 


VS Supervisor testing new vending installation — Montréal, Québec. 


Newfoundland Premier Frank Moores at opening of Health Science 
Complex, St.John’s, Nfld. 


conditions on the part of operating personnel. Em- 
phasis will be placed on this aspect in the coming year. 


The metrication and testing of recipes was also com- 
pleted this year in advance of federal government 
deadlines set for the food service industry. This will 
enable the operating and purchasing departments to 
adopt the federal government’s change to the metric 
system of measurement. 


A corporate metric committee was established to 
monitor industry progress and recommend action to VS 
management. 


Specialty service — George Brown College, Toronto, Ontario. 
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NEW SALES 


Fiscal 1978 was a record year for VS’ sales department. 
By year-end, $10 million in new business had been 
successfully obtained from all domestic markets served 
by the Company. 


VS’ sales and operations representation from coast to 
coast and our reputation for providing efficient cost- 
effective service to clients contributed significantly to 
this growth in clientele. 


HEALTH CARE MARKET 


VS now manages dietary, laundry and housekeeping 
services at over 100 hospitals and nursing homes across 
Canada. 


In fiscal 1978, your Company increased its market share 
with several new accounts in this service market. 


For instance, VS was successful in obtaining the food 
service contract for the Health Science Centre Com- 
plex, Memorial University, St. John’s, Newfoundland. 
This facility possesses one of the first and largest ready 
food systems in Canada. Your Company’s personnel 
consulted on equipment requirements, instituted staff 
training programmes, established critical paths for food 
production and staff schedules and tested and formu- 
lated all food items and recipes. 


EDUCATION MARKET 


VS’ exclusive Rainbow programme of nutritional eating 
has proven to be an excellent marketing tool. 


In addition to the $1.8 million Peel Board of Education 
contract in Mississauga, Ontario, several other school 
boards in Canada chose our food management services 
this year. 


As a consequence of last year’s introduction of the 
Rainbow programme, VS is well-positioned to 
capitalize on the demand for this cost-effective, quality 
and nutritious food service concept. 


VS activities in the education market also include food 


services for a number of Universities and Colleges 
across the country. 


AT WORK MARKET 


Aided by new business, substantial growth occurred in 
this sector in Quebec. More modest but solid growth 
was recorded in Ontario. 


VS’ management of food and refreshment services to 
leading Canadian industrial and commercial corpora- 
tions is well recognized by the business community and 
we continue to increase our market share. 


LEISURE AND RECREATION MARKET 


The smallest of VS’ markets, the leisure and recreation 
market consists of stadiums, camps and tourist and 
cultural centres for which the Company manages food 
and beverage services. 


Revenues from all accounts such as the Exhibition 
Stadium in Toronto continue to be satisfactory. Con- 
struction was completed of the Time Out dining lounge 
which caters to early arrivals at major Stadium events 
and to those who wish to relax afterwards. 


The remaining Leisure and Recreation accounts in this 
market have continued to contribute significantly to the 
Company’s overall performance. 


STAFF CHANGES 


Mr. Edward Cieszkowski joined the Company in Oc- 
tober of 1978 as Executive Vice President — Opera- 
tions. In this position, he will become responsible for all 
the Operating Departments of the Company. Ed and 
his family are from England, where he held several 
senior management positions in companies whose busi- 
nesses are similar to ours. 


Mr. J. E. (Ted) Graham joined VS as Vice President 
— Sales and Marketing in January. Ted has considera- 
ble sales and marketing experience gained with a major 
food producer and with Proctor and Gamble. 


Consolidated Balance Sheet 


Assets 


September 27, 1978 


Current assets: 


VS SERVICES LTD 
(Incorporated under 


the Canada Corporations Act) 


September 28, 1977 


(In thousands) 


Cash and certificates of deposit Sesezo7 $ 156 
Receivables 8,472 7,684 
Amount due on sale of subsidiary company 4,929 
Inventories, at lower of cost (first in — first out) and market 2,831 2,866 
Prepayments 653 338 
Total current assets 19,238 15,973 
Notes receivable (note 2) 1,634 1,782 
Property and equipment, at cost: 
Land 398 398 
Vending equipment 8,087 7,244 
Other equipment 3,968 es Tilt, 
Buildings and leasehold improvements 2,165 1,880 
14,618 13,241 
Less accumulated depreciation 7,433 6,503 
Total property and equipment 7,185 6,738 
Other: 
Investment in location acquisition costs 5,412 5,453 
Technical and systems know-how 900 a1 
Incorporation expenses 469 469 
Total other assets 6,781 6,853 
$34,838 $31,346 


The accompanying notes are an integral part of these statements. 


Liabilities and Shareholders’ Equity 


September 27, 1978 


September 28, 1977 


Current liabilities: 


(In thousands) 


Accounts payable and accrued charges $ 9,344 $ 8,547 
Income taxes payable 1,411 646 
Current maturities of long-term debt 700 700 
Total current liabilities 11,455 9,893 
Long-term debt (note 3) 4,932 5,320 
Deferred income taxes 1,054 811 
Shareholders’ equity: 
Common stock — without nominal or par value — 
Class A shares (note 4 ) 
Authorized 2,000,000 
Issued 835,480 (1977 — 823,088) 10,183 10,124 
Class B shares 
Authorized 2,000,000 
Issued 1,000,000 2,400 2,400 
12,583 12,524 
Retained earnings 4,814 2,798 
Total shareholders’ equity 175397. Ses 72%4 
$34,838 $31,346 


On behalf of the Board: 


Manfred Doblinger, Director 


Robert E. Boone, Director 


The accompanying notes are an integral part of these statements. 


Consolidated Statement of Income 


Fifty-two weeks ended ___ Fifty-two weeks ended 
September 27, 1978 September 28, 1977 


(In thousands) 


Revenues from domestic operations $109,041 $98,461 
Costs and expenses: 
Cost of merchandise sold 41,729 36,642 
Operating, selling and administrative expenses 62,146 57,586 
Depreciation and amortization 1,360 1,258 
Interest (income), net (including interest on long-term debt of 
$398,000 in 1978 and $434,000 in 1977) (128) 385 
105,107 95,831 
Income from domestic operations before income taxes 3,934 2,630 
Provision for income taxes: 
Currently payable 1,550 By le. 
Deferred to future years 243 593 
1,793 1,108 
Income from domestic operations 2,141 22 
Operating profits of foreign operations sold, 
net of income tax 316 
Income before extraordinary item 2,141 1,838 
Loss on sale of foreign operations, net (4s, 
Net income $ 2,141 Se 1586 


Consolidated Statement of Retained Earnings 


Fifty-two weeks ended _ Fifty-two weeks ended 
September 27, 1978 September 28, 1977 


(In thousands) 


Retained earnings, beginning of year $ 2,798 $5212 
Net income 2,141 1,586 
Dividends — 15¢ per class A share (125) 

Retained earnings, end of year $ 4,814 $ 2,798 


The accompanying notes are an integral part of these statements. 


Consolidated Statement of Changes in Financial Position 


Fifty-two weeks ended 
September 27, 1978 


Working capital was provided from: 
Operations — 


Fifty-two weeks ended 
September 28, 1977 


(In thousands) 


Income from domestic operations $2,141 S122 
Add expenses not requiring an outlay of working capital 
in the current year: 
Depreciation and amortization 1,360 1218 
Deferred income taxes 243 593 
Provided from domestic operations 3,744 33333 
Foreign operations sold 782 
Provided from operations, exclusive of extraordinary item 3,744 4,115 
Proceeds on sale of subsidiary company 2,424 
Proceeds on sale of associated company eal 
Disposal of land, property and equipment 60 401 
Oiher, net 207 aS: 
4,011 75256 
Working capital was used for: 
Additions to property and equipment 1,795 4,017 
Reduction of long-term debt 388 402 
Dividends paid 125 
Investment in location acquisition costs 198 
Foreign operations sold, net 653 
2,308 55270 
Increase in working capital 1,703 1,986 
Working capital, beginning of year 6,080 4,094 
Working capital, end of year $7,783 $6,080 


The accompanying notes are an integral part of these statements. 


Notes to Consolidated Financial Statements 


VS SERVICES-L 1 D® SEPLEMBERe 7.1775 


1. SIGNIFICANT ACCOUNTING POLICIES 


CONSOLIDATION — The consolidated financial 
statements include the accounts of all subsidiaries. The 
convertible notes payable in foreign currency have been 
translated into Canadian dollars at the year end rate and 
the resulting exchange loss has been deferred. 


PROPERTY AND EQUIPMENT — Depreciation 
and amortization are provided using the straight-line 
method at the following rates: vending equipment — 
12.5 to 20%, other equipment — 10 to 20%, buildings — 
2.5%, leasehold improvements — life of the initial term 
of the lease. 

INVESTMENT IN LOCATION ACQUISITION 
COSTS — The excess of cost of purchase over the fair 
value of net tangible assets of purchased businesses at 
the time ownership was acquired has been charged to 
“Location Acquisition Costs’’. Location Acquisition 
Costs of $4,140,000 which arose as a result of purchases 
prior to April 1, 1974, are not being amortized because, 
in the opinion of the Company, there has been no 
diminution in value. The Company has recognized the 
possible future impairment of $1,075,000 which also 
arose as a result of purchases prior to April 1, 1974 and 
this amount is being amortized over the remainder of 40 
years from the dates of acquisition. Excess costs of 
$369,000 arising subsequent to April 1, 1974 are being 
amortized over 40 years in accordance with the account- 
ing recommendations of the Canadian Institute of 
Chartered Accountants, although in the Company’s 
opinion there has been no diminution in value. 


TECHNICAL AND SYSTEMS KNOW-HOW — 
This represents the cost of on-going assistance provided 
by the majority shareholder for which class B shares 
were issued in 1967. In 1976 the Company began 
amortization of these costs over the remainder of 40 
years from date of share issuance to recognize the 
possible limited life of the asset. 


INCOME TAXES — Deferred income taxes result 
primarily from the use of accelerated depreciation for 
income tax purposes and straight-line depreciation for 
financial reporting purposes. 


2. NOTES RECEIVABLE 


This item includes a note for $1,502,000 on the sale of 
the Company’s German subsidiary in 1977, bearing 
interest at the rate of 6.5% per annum, and payable in 
three equal annual instalments on September 30, 1981, 
1982 and 1983. The note is personally guaranteed by 
Karl Dusterberg, a director of the company, up to an 
amount of 1,000,000 Deutsche Marks (currently 
approximately $600,000). 


Under the terms of the sale, as revised, the Company 
expects to receive additional consideration of 500,000 
Deutsche Marks ($300,000). This amount will be re- 
flected as income when realized. 


3. LONG-TERM DEBT 1978 1977 
(In thousands) 

8% Canadian dollar unsecured convertible note $2,100 $2,800 

8% U.S. dollar unsecured convertible note Sepsy? 3,220 

5,632 6,020 

Less current portion 700 700 

$4,932 $5,320 


The remaining principal of $2,100,000 (Canadian) on a 
1970 note is repayable in three annual instalments of 
$700,000 to December 29, 1980. The Company is 
entitled to redeem the balance of the note in whole, but 
not in part, without penalty except as part of any 
refunding involving an effective interest cost of less 
than 8% per annum. The unpaid principal sum of the 
note is convertible, at the option of the noteholder, into 
fully paid common class A shares of the Company at 
$10.00 (Canadian) per share during the last three years 
to December 29, 1980 with 210,000 shares reserved for 
conversion. Commencing on April 17, 1980, a 1974 
note for $3,000,000 (U.S.) is repayable in four annual 
instalments of $450,000 each and a final payment of 
$1,200,000 on April 17, 1984. The Company is entitled 
to redeem the note, wholly or in parts of not less than 
$500,000, subject to a redemption premium (on other 
than scheduled repayments) decreasing from 7% in 
1978 to 1% in 1984. The unpaid principal sum of the 
note is convertible, wholly or in parts of not less than 
$500,000, at the option of the noteholder into fully paid 
common class A shares of the Company at $8.00 (U.S.) 
per share to April 17, 1980 and at $10.00 (U.S.) per 
share thereafter to April 17, 1984, with 375,000 shares 
reserved for conversion. 

The note agreements with the noteholder, the majority 
shareholder, ARA Services, Inc., contain restrictions as 
to financial commitments in excess of certain limits, 
minimum consolidated working capital, creation of 
indebtedness generally and on disposition of assets. In 
addition, payment of cash dividends on common stock 
is limited to 25% of accumulated consolidated net 
income subsequent to December 31, 1973. 


4. COMMON STOCK 


60,000 common class A shares have been reserved since 
1961 for employee stock options and at September 27, 
1978 options on 24,018 shares were outstanding (in- 
cluding options on 10,876 shares granted to those 
employees who are directors and officers) at prices 
ranging from $3.50 to $6.25. These options become 
exercisable in cumulative equal amounts of one-third in 


the third, fourth and fifth years and expire five years 
from date of grant. During 1978, options on 8,860 
shares were granted, 19,610 were cancelled and 12,392 
were exercised. 


5. EARNINGS PER SHARE 


Fifty-two weeks ended Fifty-two weeks ended 
September 27, 1978 September 28, 1977 


Income before 
extraordinary Net 


Income before 
extraordinary Net 


item income item income 
Basic earnings 
— per “A” share $1.34 $1.34 $1.17 $1.04 
a Det ba share 1.04 1.04 .87 74 
Fully diluted earnings 
= jor SA Greig 1.08 1.08 91 81 
= Dela biashare 78 78 61 ol 


Earnings per share were calculated on the basis that 
common class A shares have a non-cumulative annual 
dividend priority of 30¢ per share. 


Fully diluted earnings per share reflect what earnings 
per share would have been had the balance of the 8% 
unsecured convertible notes and employee stock op- 
tions been converted into class A shares at the begin- 
ning of the year. 


6. REMUNERATION OF DIRECTORS AND 
OFFICERS 


In fiscal 1978, twelve directors received $10,316 as 
directors and nineteen officers received $614,322 as 
officers. During the period, three directors were also 
officers. 


7. COMMITMENTS AND CONTINGENCIES 


The fixed assets and business of a restaurant operation 
were sold in 1974 and, until June 30, 1982, the Com- 
pany is obliged to operate the business in the event of 
the purchaser’s default to the landlord. 


The companies have undertaken lease obligations ex- 
tending for varying periods up to 1991 involving 
minimum annual rentals of $927,166 (1977 
$1,085,000). 

A writ was issued in 1972 against the Company and one 
of its subsidiaries claiming damages for alleged breach 
of contract in the amount of $1,000,000. In 1978 the 
plaintiff formally stated its intention to amend its claim 
to increase the damages sought to $3,000,000. In the 
opinion of counsel, the companies continue to have a 
good defence on the merits. 


8. ANTI-INFLATION PROGRAM 


During the year the Company was subject to restraint of 
profit margins, dividends and compensation under the 
Anti-Inflation Act. The Regulations under the Act as 


they affected the Company expired with the end of the 
1978 fiscal year. The Company believes it was in 
compliance with the Regulations for the year ended 
September 27, 1978. 


9. SUBSEQUENT EVENTS 

(a) Acquisition Subsequent to the Year-end 

On October 16, 1978 La Société VS Ltée, a wholly- 
owned subsidiary, purchased the manual food service 
and vending operations of Les Services Alimentaires 
Maisonneuve Inc. for a cash consideration of 
$1,340,000. The fair value of tangible assets acquired 
amounted to $840,000 with the remainder of the pur- 
chase price ($500,000) allocated to location acquisition 
costs. 

(b) Proposed Share Restructuring 

On December 6, 1978, the Board of Directors consi- 
dered and recommended to the shareholders for their 
approval at the annual meeting a proposal by ARA 
Services, Inc. to alter the Company’s share structure. 
Under the proposal the Company would apply for 
Supplementary Letters Patent under the Canada Cor- 
porations Act which would reclassify and subdivide 
each common class A share into 1.35 ‘‘common 
shares”, and each common class B share would also be 
reclassified as a ‘common share’’, but on a one-for-one 
basis. 

Prior to the share restructuring, ARA Services, Inc: 
intends to convert its $2,100,000 8% Canadian dollar 
unsecured convertible note into common class A shares 
of the Company. 


(c) Continuance 

On December 6, 1978, the Board of Directors recom- 
mended, subject to shareholder approval at the annual 
meeting, that the Company continue under the Canada 
Business Corporations Act. 


Auditors’ Report 


To the Shareholders of 
VS Services Ltd: 


We have examined the consolidated balance sheet of VS Services 
Ltd as at September 27, 1978 and the consolidated statements of 
income, retained earnings and changes in financial position for the 
fifty-two weeks then ended. Our examination was made in 
accordance with generally accepted auditing standards, and 
accordingly included such tests and other procedures as we consi- 
dered necessary in the circumstances. 


In our opinion, these consolidated financial statements present 
fairly the financial position of the company as at September 27, 1978 
and the results of its operations and the changes in its financial 
position for the fifty-two weeks then ended in accordance with 
generally accepted accounting principles applied on a basis consis- 
tent with that of the preceding fifty-two week period. 


CLARKSON, GORDON & CO. 
Chartered Accountants 


Toronto, Canada 
December 6, 1978. 
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